(12) INTERNATIONAL APPLICATION PUBLISHED UNDER THE PATENT COOPERATION TREATY (PCT) 



(19) W rid Intellectual Property Organization 
International Bureau 

(43) International Publication Date 
20 September 2001 (20.09.2001) 




PCT 



u ri ii 1 1 ii i ii i u 1 1 r i Kin in i] ii ii 

(10) International Publication Number 

WO 01/69503 Al 



(51) International Patent Classification 7 : G06F 17/60 

(21) International Application Number: PCT/US01/08287 

(22) International Filing Date: 15 March 2001 (15.03.2001) 

(25) Filing Language: English 

(26) Publication Language: English 



(30) Priority Data: 

60/189,476 
09/595,898 



15 March 2000 (15.03.2000) US 
20 June 2000 (20.06.2000) US 



(71) Applicant: GE FINANCIAL ASSURANCE HOLD- 
INGS, INC. [US/US]; 6604 West Broad Street, Richmond, 
VA 23230 (US). 

(72) Inventors: STIFF, Geoffrey, S.; 115 Colony Lake Drive, 
Richmond, VA 23233 (US). HOWARD, John; 11825 N. 
Pennsylvania Street, Carmel, IN 46032 (US). SNEAD, 
Mark, C; 10207 Swinging Bridge Drive, Richmond, VA 
23233 (US). 

(74) Agents: ALBERT, Jennifer, A. et al.; Hunton & Williams, 
1900 K Street, N.W., Washington, DC 20006 (US). 



(81) Designated States (national): AE, AG, AL, AM, AT, AU, 
AZ, BA, BB, BG, BR, BY, BZ, CA, CH, CN, CO, CR, CU, 
CZ, DE, DK, DM, DZ, EE, ES, FI, GB, GD, GE, GH, GM, 
HR, HU, ID, IL, IN, IS, JP, KE, KG, KP, KR, KZ, LC, LK, 
LR, LS, LT, LU, LV, MA, MD, MG, MK, MN, MW, MX, 
MZ, NO, NZ, PL, PT, RO, RU, SD, SE, SG, SI, SK, SL, 
TJ, TM, TR, IT, TZ, UA, UG, UZ, VN, YU, ZA, ZW. 

(84) Designated States (regional): ARIPO patent (GH, GM, 
KE, LS, MW, MZ, SD, SL, SZ, TZ, UG, ZW), Eurasian 
patent (AM, AZ, BY, KG, KZ, MD, RU, TJ, TM), European 
patent (AT, BE, CH, CY, DE, DK, ES, H, FR, GB, GR, IE, 
IT, LU, MC, NL, PT, SE, TR), OAPI patent (BF, BJ, CF, 
CG, a, CM, GA, GN, GW, ML, MR, NE, SN, TD, TG). 

Published: 

— with international search report 

— before the expiration of the time limit for amending the 
claims and to be republished in the event of receipt of 
amendments 

For two-letter codes and other abbreviations, refer to the "Guid- 
ance Notes on Codes and Abbreviations" appearing at the begin- 
ning of each regular issue of the PCT Gazette. 



(54) Title: PROCESS FOR DETERMINING ANNUITY INCOME PAYMENTS BASED ON FIXED INDICES 



< 
v© 





130 






pt-oocSSOt— 


131 






processor 





V 



loo 




L 



Xts^_rV 



^ (57) Abstract: A process (100) for determining annuity income payments is disclosed that bases interest income calculations on a 



known rate (131) such as the national one-year CD average interest rate. 



WO 01/69503 



PCT/US01/08287 



- 1- 

PROCESS FOR DETERMINING ANNUITY INCOME 
PAYMENTS BASED ON FIXED INDICES 

FIELD OF THE INVENTION 

The invention of the present application relates to a process for 
determining annuity income payments realized from an investment of 
principal in an annuity product which uses a fixed, objective index for 
determining the interest earned on the principal. 

BACKGROUND OF THE INVENTION 

Annuities are tax-deferred investment products that can provide long 
term earnings for investors. Annuities have traditionally been used to provide 
purchasers with a stable retirement income. At least three types of deferred 
annuities including (1) variable annuities, (2) fixed annuities, and (3) indexed 
annuities, having different advantages and disadvantages, are generally 
available. 

Regardless of which type of the aforementioned annuities is selected, 
when an investor purchases an annuity, also known as a long-term 
investment contract, the investor pays an insurer an initial sum of money 
(called a premium or the principal) and the insurer invests that principal in an 
investment type of financial product to earn interest or dividends, in return for 
the initial sum of money and the use of that money, the insurer guarantees 
the investor a steady stream of income payments beginning at a specified 
date in the future and lasting for a specified period of time. While the 
principal is set aside in the investment vehicle, the initial sum of money grows 
or compounds over time, but the investor does not have to pay any taxes on 
the income realized. This phase of an annuity contract is referred to as the 
accumulation phase. Once the investor has accumulated the amount of 
money the investor needs for retirement, the investor can begin to receive 
regular income payments made from the accumulated investment moneys. 
Only when the investor begins to receive income paym nts are th moneys 
subject to tax as ordinary income. 
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On disadvantage to an annuity contract is that it typically has a date 
which, if the investor wishes to withdraw his/her moneys prior to such date, 
the investor will be penalized and will have to pay the insurer a surrender 
charge. (We will refer to this date as the "surrender charge period date.") 
5 Additionally, if the investor withdraws his/her money out of the annuity 
contract prior to retirement, the Internal Revenue Service also requires 
payment of a penalty since he/she had the benefit of tax-deferred treatment 
during the time the money was invested. 

As set forth above, there are several standard types of annuity 

10 contracts which insurers offer. A "fixed annuity" is an annuity where the 
insurer guarantees the investor a payment of a fixed rate of return on the 
principal invested during the accumulation period and a guaranteed income 
for life if the investor "annuitizes" or converts the annuity into a stream of 
regular income payments. The insurer takes responsibility for investing the 

15 investor's principal in whatever types of financial products it believes will earn 
enough income to enable it to meet its obligations under its guaranteed rate 
of return to the investor. Assuming that the investor holds the annuity contract 
until after the surrender charge period date, the benefit of such a fixed annuity 
contract to the investor is in having a guaranteed income payment stream 

20 over a long period of time. The investor is essentially betting that he/she will 
live a longer period of time than expected and will therefore realize a 
substantially higher amount of money in the guaranteed income payments 
than the initial principal investment. On the other hand, the insurer is betting 
on the opposite scenario, i.e., that the investor will not live long enough to 

25 realize income payments which equal the value of his/her initial investment. 

Fixed annuities used to be the most popular type of annuities because 
of their safe and predictable rates of return. Insurers often place fixed annuity 
contract payments into bonds and other conservative types of investment 
vehicles. Since fixed annuities guarantee a specific return, they are attractive 

30 to potential investors when the equity stock market is under-performing and 
int rest rates are on th ris . How ver, under fixed annuity contracts, th 
investor is generally not advis d of and does not participate in th insurer's 
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inv stment choices and thus has to trust the insurer to make wise inv stment 
decisions. Since investors tend to lack trust in insurers, investors are less 
likely to invest in fixed annuities. Additionally, insurers usually do not disclose 
to investors the manner in which they determine the rate of return on the 
initial principal investment. Moreover, under recent economic conditions, 
fixed annuities have not been a popular choice as investors have preferred to 
participate in the strong equity markets with the current higher rate of return 
on investment. Thus, insurers' sales of fixed annuity contracts have declined 
in the past several years. 

Variable annuities have become more popular in recent years. With a 
variable annuity contract, the investor can decide how his/her principal will be 
allocated among a specific menu of investment vehicles, or sub-accounts, 
offered by the insurer. Sub-accounts are pooled investments of a number of 
investors, similar to mutual funds, with varying investment objectives and 
strategies and typically have a professional fund manager similar to 
managers of mutual funds. The manager of the sub-account will decide 
where to invest the pooled funds based upon the objectives of the particular 
sub-account, e.g., growth, emerging industries, bonds, etc. The accumulated 
moneys in the annuity account of an investor fluctuate with market values and 
with the investor's choices of sub-accounts. 

Variable annuities have advantages over fixed annuities since they 
enable the investor to direct how his/her principal will be invested. Moreover, 
variable annuities could potentially enable the investor to earn more money 
on the initial investment of principal than he/she could with a fixed annuity 
contract if the investor selects strong sub-accounts with high rates of return 
on investment. However, the variable annuity contract makes no promises to 
the investor regarding the amounts earned and paid out after the 
accumulation period, so the investor could also potentially end up earning 
less money than desired if the sub-accounts selected by the investor are 
weak or poorly perform. Since the value of variable annuities are tied to the 
risks inh rent in the stock market, a downturn in th stock mark t could cause 
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the value of these variable annuiti s to drop. Thes annuiti sareth refore 
not desirable to those investors who are risk averse. 

A relatively recent annuity product is an indexed annuity. In an 
indexed annuity contract, the invested principal accumulates based on 
5 interest rates tied to some common index, such as Standard & Poor's stock 
market index, for example. An investor in an indexed annuity has the 
potential to earn a greater amount of money on his/her initial investment of 
principal than under a fixed annuity contract since the rate of return on the 
principal is based on changes in the index. Typically, the insurer in an 

10 indexed annuity contract also guarantees the return of the initial principal if 
the investor holds the contract until maturity. The initial principal is usually 
protected by a minimum guaranteed rate. Currently, with the strong 
performance of the stock market, investors have been purchasing more 
indexed annuity contracts, and have desired an annuity product tied to a 

15 stock market index. However, if there is a downturn in the stock market, the 
value of the annuities tied to a stock market index will decrease. Again, this 
type of annuity product is not desirable for investors who are risk averse. 

In addition to the disadvantages for investors that are inherent in the 
types of annuity products described above, such annuities present 

20 disadvantages for insurers as well. Insurers face higher barriers to entry into 
the variable annuities market in that different expertise and distribution 
channels are required than those for standard insurance products. The 
insurer needs to have professional fund managers for the management of the 
annuity sub-accounts similar to those that manage mutual funds. These 

25 professional fund managers must be specially trained to wisely manage the 
investment of a fund of pooled investments. Insurers may therefore have to 
outsource the management of the variable annuity sub-accounts thereby 
adding operating costs. Moreover, there is inevitably some degree of risk 
associated with making these investment decisions. A manager must select 

3 0 investment vehicles wisely in order to maximize the amount of return. If 

inv stm ntvehicl s are not wis ly s I ct d, th n th insurer may not realize 
any profit from the sale of such products. Also, the insurer's sales fore s are 
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us d to dealing in insurance products and less complex typ s of annuity 
products and may need to be specially trained to sell variable annuity 
products. Additionally, there is some degree of competition between variable 
annuities and mutual funds among the investing public and the insurers 
frequently lose potential sales to managers of mutual funds. This is 
sometimes due to the fact that the accumulation on the principal is taxed as 
ordinary income whereas the gains made on investments in mutual funds are 
taxed at the more favorable rate of capital gains. 

Thus, none of the above-described annuity products has been fully 
satisfactory to both investors and insurers. 

SUMMARY OF THE INVENTION 

It is, accordingly, an object of the present invention to provide a 
process for determining rates of return on principal for an annuity product that 
are determined based on a fixed index that is generally known to investors 
and is not determined by an insurer. 

It is an additional object of the invention to provide an annuity income 
process that is easy for an insurer to administer. 

Additional objects and advantages of the invention will be set forth in 
the description which follows, or will be obvious from the description, or may 
be learned by practice of the invention. 

To achieve the foregoing objects, and in accordance with the purposes 
of the invention as embodied and broadly described herein, a process for 
providing an investor with periodic income payments of the present invention 
is described using at least an initial contribution of money as principal. The 
process comprises the steps of: (a) providing a first interest rate for a first 
predetermined period, wherein the first interest rate is based on a national 
average interest rate index; (b) providing a second interest rate for the first 
predetermined period as a minimum interest rate; (c) comparing the first 
interest rate to the second interest rate and, if the first interest rate is greater 
than th minimum inter st rate, then the first int rest rat is multiplied by the 
principal to arriv at a first amount of interest earned on the principal for the 
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first pred termined period, and wherein the principal plus the first amount of 
interest is equal to a first accumulated sum, and if the first interest rate is less 
than the second interest rate, then the second interest rate is multiplied by the 
principal to arrive at a second amount of interest earned on the principal for 
the first predetermined period, and wherein the principal plus the second 
amount of interest is equal to the first accumulated sum; (d) repeating steps 
(a) through (c) for a second predetermined period equal to the first 
predetermined period; (e) repeating steps (a) through (d) periodically until a 
predetermined end date is reached; and (f) after the predetermined end date 
is reached, withdrawing portions of the accumulated sum on a periodic basis. 

The accompanying drawings, which are incorporated in and constitute 
a part of this specification, together with the description, serve to explain the 
principles of the invention. 

BRIEF DESCRIPTION OF THE DRAWINGS 

Figure 1 is a block diagram illustrating a system for implementing the 
process of the invention; 

Figure 2 is a flow chart illustrating a process for providing a fixed-index 
annuity product of the invention; 

Figure 3 is a flow chart illustrating the process of making initial interest 
calculations for a first predetermined period; 

Figure 4 is a flow chart illustrating the process of making interest 
calculations after the expiration of the first predetermined period; and 

Figure 5 is a flow chart illustrating a rules-based process for taking 
action in response to an investor's request for withdrawal of moneys from the 
investor's annuity account. 

DETAILED DESCRIPTION OF THE PREFERRED EMBODIMENT 

Reference will now be made in detail to the present preferred 
embodiment of the invention, an example of which is illustrated in the 
accompanying drawings in which like ref rence numerals refer to 
corresponding I ments. 
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Fig. 1 illustrates a syst m 100 that may be used to perform the process 
of the invention. The system 100 may comprise user interface tools 1 10, a 
controller 120, a processor 130, and a memory 140. An input apparatus 10 
and an output apparatus 20 operate in conjunction with system 100. 

If the system 100 is connected over a network such as a LAN or the 
Internet to investors, input apparatus 10 and output apparatus 20 may be 
remote computers for use by such investors. Such computers 10 and 20 
could include a plurality of input/output devices, a processor, a controller, and 
a memory. Alternatively, the input apparatus 10 could be provided as a 
mouse, a keyboard, or a touch screen display in conjunction with system 100. 
The output apparatus 20 could comprise a remote or a local computer screen 
or printer. Controller 120 may be implemented as a typical controller capable 
of controlling data flow between all of the aforementioned components. 

User interface tools 110 may exist in any commonly-known format and 
may further depend on the types of input apparatus 10 and output apparatus 
20 intended to be used. 

Processor 130 preferably includes a rate processor 131 and a rules 
processor 132 which retrieve a plurality of database components stored in 
memory (memory/database components 140). The rate processor 131 
calculates applicable interest rates and the rules processor 132 makes a 
plurality of calculations based upon a plurality of stored rules and outputs a 
plurality of results of such calculations. Memory/database components 140 
typically include information relevant to the investor such as the investor's 
age, the investor's life expectancy (or, in the case of joint owners of the 
annuity, then ages and life expectancies for both joint owners are input), a 
date on which the investor purchased an annuity contract, a date of 
settlement or a maturity date for the annuity contract, i.e., the date on which 
income payments to the investor can begin without penalty, i.e., the surrender 
charge period date (and prior to which, if the investor wishes to withdraw 
funds, the investor will be required to pay certain surrender penalties for early 
withdrawal), an amount of principal invested in th annuity contract, and oth r 
similar types of information relevant to typical annuity contracts. 
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Fig. 2 illustrat s a process for providing a fixed ind x annuity product 
having a rate of return on the principal invested that is linked to a highly 
regarded and recognizable index. This annuity product removes the "trust 
me" barrier to sales of annuities, thus meeting one of the needs of both the 
investor and the insurer. The annuity product and process of the invention are 
targeted to investors who desire a level of certainty with regard to the amount 
of income made on the investment, but who may desire some degree of 
variability in the potential earnings to take advantage of good economic 
conditions rather than investing in a lower risk standard fixed annuity. 

As shown in Fig. 2, in a preferred embodiment, in procedure A, the 
process of the invention begins by inputting the amount of principal invested 
by the investor in the annuity product and the other required information 
relevant to the investor as described above. The input investor information 
will be stored in memory/database components 140. Preferably, the principal 
is paid in one lump sum payment upfront at the time the investor purchases 
the annuity contract. Alternatively, however, the investor may make periodic 
multiple payments of principal towards the purchase of the annuity. The 
insurer will then establish an annuity account for the investor. In procedure B T 
a first interest rate is calculated for a first predetermined period of time, and is 
then multiplied by the principal to arrive at a first amount of interest earned on 
the principal. The first amount of interest is then added to or accumulated 
with the principal in the investor's account for a first accumulated sum. In 
procedure C, a second interest rate is calculated for a second predetermined 
period of time, and is multiplied by the first accumulated sum to arrive at an 
amount of interest earned for the second predetermined period of time. The 
amount of interest for the second predetermined period of time is then added 
to the first accumulated sum in the investor's account for a second 
accumulated sum. In procedure D, additional interest income for additional 
periods of time may be calculated in a similar manner. This process can 
continue until the surrender charge period date is reached whereupon the 
investor may begin making withdrawals of income from the account without 
incurring a surrender charge p natty. 
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ln a preferred mbodiment of procedure A, the annuity product of the 
present invention is purchased with a single up-front lump sum premium 
payment. The amount of the premium will vary depending upon the investor's 
future income needs and the particulars of the investor's current financial 
5 circumstances. As an alternative to the single up-front premium, the investor 
could make a series of payments of principal. It is preferable that the amount 
of the premium fall between a minimum initial premium of $5,000 and a 
maximum initial premium of $500,000. At the time of the purchase of the 
annuity contract by the investor, the investor will provide the relevant investor 

10 information as described above and such investor information will be stored in 
memory/database components 140. 

The steps involved in procedure B are further illustrated in conjunction 
with Fig. 3. In step B1 , the interest rate to be used for calculating the interest 
earned on the original investment of principal for the first predetermined 

15 period of time is based on some known, external, national benchmark index 
such as the national one-year certificate of deposit (CD) index, such as that 
published by BanxQuote. Alternatively, the national three-year CD index, the 
national one-year or three-year Treasury bill indices or other similar fixed 
national published indices can be used as the initial index for calculating the 

20 interest rate for the first predetermined period of time. The initial interest rate 
index will be guaranteed in the annuity contract so as to remove any 
uncertainty in the minds of investors as to how the interest rate will be 
calculated, thus eliminating the "trust me" factor which served to decrease 
sales of fixed annuity products in the past. 

25 In determining the interest rate to be used for calculating interest 

income earned on the principal for the first predetermined period of time, rate 
processor 131 will start from this external national index. The first 
predetermined period of time will be established in the investor's annuity 
contract and can be any suitable period of time, such as a one-year period. 

30 This first predetermined period of time can start on the effective date of the 
annuity contract and can therefore run until th one-y ar anniversary of such 
eff ctiv date. 
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After the national average interest rate for one-year CDs is d t rmined 
in step B1 (if the one-year CD is used as the index), in step B2. basis points 
may then be added to the index rate rate. The basis points can vary from 
.01% to 1%. The amount of basis points that may be added to the national 
5 average interest rate index may vary. The amount of basis points added is 
determined by the returns on the insurer's investment portfolio. Basis points 
are added to the national average interest rate index in order to entice 
investors to purchase the annuity rather than making another investment, 
such as investing in a CD. The insurer will be able to promote that the 

10 annuity will earn more than a CD since it is tied to the CD index interest rate 
but then has additional basis points to render the interest rate of the annuity 
higher than the CD index interest rate. In step B3, bonus points may also be 
added to the interest rate calculation if the insurer desires to add additional 
incentives to drive more purchases of the annuity. Thus, the total first interest 

1 5 rate for the first predetermined period of time will equal the sum of the 
external index rate plus the basis points plus the bonus points. The 
aforementioned bonus points or enhancement points added in step B3 could 
be adjusted based on periodic reviews. An exemplary interest rate in the 
current market would be based on a national average rate for one-year CDs 

20 of 5.05%. Basis points, preferably .25%, are then added. Finally bonus 

points, for example 2.0%, are added. Accordingly, the first interest rate total 
for the first predetermined period of time (equal to one year) is 7.30%. 

The first interest rate total may then be compared to a second interest 
rate, for example a minimum guaranteed interest rate (e.g., 3%) and, if the 

25 first interest rate total is less than the minimum guaranteed interest rate, then 
the minimum guaranteed interest rate may be used instead of the first interest 
rate total for calculating the interest earned on the principal during the first 
predetermined period of time. Again, by using a minimum guaranteed 
interest rate, the investor gets some of the advantages of a fixed annuity 

30 product (i.e., certainty), but also gets the upside potential of a higher rate of 
interest where the index rat is high r than the minimum guaranteed rate. 
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Fig. 4 illustrates calculation of a s cond inter st rate for a s cond 
predetermined period of time after the expiration of the first predetermined 
period of time. In a preferred embodiment, this second interest rate is 
applicable during each one-year period for years two through the surrender 
charge period date of the annuity contract. In step C1 , the then-current 
national average interest rate for one-year CDs (or whatever national index is 
being used) is determined and is applied whether it is higher or lower than the 
first interest rate used during the first predetermined period of time. 
Additionally, the basis points are added in step C2 as described with 
reference to the first predetermined period of time. Bonus points may or may 
not be added to the sum. In step C3, the total of the index rate plus basis 
points (if any) plus bonus points (if any) is compared to the guaranteed 
minimum interest rate. In step C4, a comparison is conducted to determine if 
the total does not exceed the guaranteed minimum interest rate, the 
guaranteed minimum interest rate will be used to calculate interest income for 
the second predetermined period of time, If the total of step C3 is greater 
than the guaranteed minimum interest rate, then the total of step C3 is used 
to calculate the interest income for the second predetermined period of time. 
The guaranteed minimum interest rate of the preferred embodiment is three 
percent. 

The process shown in FIGS. 2-4 can continue for each year thereafter 
until the surrender charge period date of the annuity contract. Alternatively, 
following the second predetermined period of time, a different index may be 
used for determining the interest income. 

As explained above, a rules processor 132 and memory/database 
components 140 operate together to take appropriate action in response to 
investor requests. For example if the investor desires withdrawal of moneys 
from his/her annuity account, surrender charges may apply prior to the 
surrender charge period date of the contract. As shown in Figure 5, in step 
E1 , the system 100 receives a withdrawal request from the investor via user 
interface tools 110. In st p E2, rules processor 132 retrieves information 
stored in database 140 to det rmine if th date of the withdrawal r qu st pre- 
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dates the surrender charge period date such that surrender charges are due. 
If no surrender charges are due in step E3 ( withdrawal is accomplished in 
step E4. If surrender charges are due, the surrender charges are calculated 
in step E5 f and the rules processor 132 returns to step E4 to effect 
5 withdrawal. 

Additionally, if the investor's request for withdrawal of moneys is based 
upon need for the moneys for a stay in a nursing home, surrender charges 
may be waived if, following processing of certain rules by rules processor 132, 
certain predefined conditions are met. For example, an annuity contract may 

10 allow a penalty-free withdrawal if the investor has had the annuity contract for 
at least a minimum period of time prior to the withdrawal request. 
Additionally, some annuity contracts may require that the investor stay in the 
nursing home for a minimum period of time. Some annuity contracts further 
require that such withdrawals of moneys occur during the investor's 

15 confinement to the nursing home or within ninety days after release of the 
investor from the nursing home. Finally, some annuity contracts require that 
the investor must have been under a certain age on the effective date of the 
annuity contract. Some or all of such requirements may apply in order to 
qualify for a penalty-free early withdrawal. The requirements will vary based 

20 on the insurer that issued the annuity contract. 

There are other additional terms and conditions that may apply in 
connection with the annuity of the present invention and the rules processor 
132 can be programmed to determine whether such requirements are being 
met. For example, the annuity contract may permit the investor to withdraw a 

25 certain amount of money from the annuity contract prior to the maturity date 
without penalty. Thus, when a withdrawal request is received by system 100, 
the rules-based processor 132 will compare the amount of money requested 
in the withdrawal request to the penalty-free amount permitted. If the amount 
of the withdrawal request is less than or equal to the penalty-free amount, 

30 then the withdrawal will be made and the investor will not be charged a 
penalty. 
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A d ath b nefrt can also be provid d in the annuity contract. For 
example, the annuity contract may provide for a death benefit which is equal 
to the annuity value at the date of the investor's death plus interest accrued. 

A "free look" period may be provided in the annuity contract so that an 
investor who is trying to decide whether or not to purchase an annuity 
contract may pay principal and see how the annuity works for a limited period 
of time. If, following the limited "free look" period of time, the investor decides 
that he/she is not satisfied with the annuity, he/she can cancel the contract 
and receive a complete refund of his/her principal payment. 

Other standard types of terms and conditions for annuity contracts may 
also be included in the annuity product of the present invention. 

Once the surrender charge period date of the annuity contract is 
reached, the investor can start receiving regular income payments from the 
annuity account without incurring surrender penalty charges. The amount of 
the regular income payments are calculated using certain settlement age 
logic. The system 100 must first determine the investor's age at the time the 
contract matures. This is referred to as the "settlement age." The system 
100 must also use insurers 1 mortality tables to determine the investor's life 
expectancy so that the income can be spread out over the remaining lifetime 
of the investor. 

Advantages to the investor provided by the annuity product and 
process of the present invention include using an objective, familiar, 
published interest rate, to realize an annuity product with a yield tied to 
market factors. However, the contract also includes a minimum guaranteed 
interest rate so that in the event of an economic downturn the investor has 
some degree of protection of his/her principal. Typical target investors will be 
those who are risk averse and seeking tax deferral retirement methods. 

On an administrative level for the insurer, existing systems could be 
used for the administration of such annuity contracts without any outsourcing. 
Product actuaries could perform pricing in house. Special sales and/or 
inv stment expertis of the insurer's mploy s is not required. 
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It will b apparent to those skilled in the art that various modifications 
and variations can be made in the system and method of the present 
invention without departing from the scope or spirit of the invention. Thus, it 
is intended that the present invention cover the modifications and variations of 
5 this invention provided as long as they come within the scope of the 
appended claims and their equivalents. 
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WHAT IS CLAIMED IS: 

1 . A process for providing an investor with periodic income 
payments, using at least an initial contribution of principal, comprising the 
steps of: 

(a) providing a first interest rate for a first predetermined period, 
wherein the first interest rate is based on a national average interest rate 
index; 

(b) providing a second interest rate for the first predetermined 
period as a minimum interest rate; 

(c) comparing the first interest rate to the second interest rate and, 
if the first interest rate is greater than the second interest rate, then the first 
interest rate is multiplied by the principal to arrive at a first amount of interest 
earned on the principal for the first predetermined period, and wherein the 
principal plus the first amount of interest is equal to a first accumulated sum, 
and if the first interest rate is less than the second interest rate, then the 
second interest rate is multiplied by the principal to arrive at a second amount 
of interest earned on the principal for the first predetermined period, and 
wherein the principal plus the second amount of interest is equal to the first 
accumulated sum; 

(d) repeating steps (a) through (c) for a second predetermined 
period equal to the first predetermined period; 

(e) repeating steps (a) through (c) for a second predetermined 
period equal to the first predetermined period; 

(e) repeating steps (a) through (d) periodically until a predetermined 
end date is reached; and 

(f) after the predetermined end date is reached, withdrawing 
portions of the accumulated sum on a periodic basis. 

2. The process of claim 1 , wherein providing the first interest rate 
further comprises adding basis points and bonus points to a national one-year 
certificate of deposit average interest rate. 
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3. The process of claim 1, wherein providing the first interest rate 
further comprises adding basis points and bonus points to a three-year 
certificate of deposit average interest rate. 

4. The process of claim 1, wherein providing the first interest rate 
further comprises adding basis points and bonus points to a one-year 
Treasury bill average interest rate. 

5. The process of claim 1 , wherein the first predetermined period is 
equal to one year. 
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